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Students’ Department
H. A. Finney, Editor
H. P. Baumann, Associate Editor

AMERICAN INSTITUTE EXAMINATIONS

(Note.—The fact that these solutions appear in The Journal of Account
ancy should not cause the reader to assume that they are the official solutions

of the board of examiners. They represent merely the opinions of the editors
of the Students' Department.)

Examination in Accounting Theory

and

Practice—Part II (continued)

May 20, 1927, 1 P. M. to 6 P. M.
No. 3 (20 points):
The capital stock, authorized and outstanding, of the Sabine Corporation
consists of 3,000 shares of 6% cumulative preferred stock and 7,500 shares of
common stock, all being of the par value of $100 each. The former is pre
ferred both as to capital and to dividends, and the preferred dividends, pay
able June 30th and December 31st, have been paid to December 31, 1925.
The balance-sheet, as of December 31, 1926, prepared by the company,
was as follows:
Assets

Current assets:
Cash...............................................................................
Customers’ accounts receivable.................................
Less: Reserve for bad debts....................................

$23,000
$147,500
2,500
-----------

Inventories at cost:
Raw materials and supplies................................
Manufactured goods and goods in process..........
Total current assets.............................................
Prepaid expenses..............................................................
Fixed assets:
Land..............................................................................
Buildings.................... .'.................................................
Machinery and equipment..........................................
Less: Reserve for depreciation...............................

Total......................................................................

145,000

$95,000
167,000

$430,000
1,700
$325,000
560,000

885,000
210,000
-----------

75,000

675,000

$1,181,700

Liabilities

Current liabilities:
Notes payable—banks................................................
Accounts payable—trade creditors............................
Accrued liabilities—interest and state taxes............

$125,000
204,200
7,500

Total current liabilities.......................................
Reserve for contingencies...............................................
Stockholders’ equity:
Excess of assets over liabilities..................................

$336,700
50,000

Total......................................................................

$1,181,700
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You are required to comment on the statement (balance-sheet), as presented
and to make such changes in form as you consider appropriate or desirable.
Solution:

It is believed that the following balance-sheet presents the financial condition
of the Sabine Corporation more clearly and somewhat more correctly than the
one prepared by the company.

Sabine Corporation
Balance-sheet, December 31, 1926
Assets

Current assets:
Cash.....................................
Accounts receivable—
customers............................. $147,500.00
Less: Reserve for bad debts..
2,500.00
Inventories (at cost):
---------------Manufactured goods and
goods in process.......... $167,000.00
Raw materials and supplies
95,000.00

$23,000.00

145,000.00

262,000.00

$430,000.00

1,700.00

Prepaid expenses........................
Fixed assets:
Land.........................................
Buildings, machinery and
equipment:
Buildings.............................. $325,000.00
560,000.00
Machinery and equipment.

$75,000.00

Total................................. $885,000.00
Less: Reserve for deprecia

tion...............................

210,000.00

675,000.00

750,000.00

$1,181,700.00
Liabilities and net worth

Current liabilities:
Notes payable—bank............
Accounts payable—trade....
Accrued interest and state
taxes.................................

$125,000.00
204,200.00
7,500.00

Net worth:
Capital stock—•
Preferred—6% cumulative
3,000 shares of a par value
$300,000.00
of $100 each.................
Common—
7,500 shares of a par value
750,000.00 $1,050,000.00
of $100 each.....................
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Less:

Deficit—
(Dividends in arrears on the
preferred stock at Decem
ber 31, 1926, amounted
to $18,000, representing
the dividends payable
June 30, 1926, and De
cember 31, 1926).........

$205,000.00

$845,000.00

$1,181,700.00
The most important change in the balance-sheet is, of course, in the presenta
tion of the details of the net worth of the company. The existence of the deficit
is a fact of major importance that is not shown by the balance-sheet prepared
by the company. Furthermore, the way in which the “stockholders’ equity”
and the reserve for contingencies are shown in that statement is such as to give
an impression of financial strength and the appearance of an extra margin of
safety in the shape of the reserve which are not supported by the facts in the
case.
It is assumed that the reserve for contingencies is one of a general nature
which has been created as the result of an appropriation of surplus by formal
resolution of the board of directors. There may be some question as to the
propriety of eliminating this reserve from the balance-sheet in the absence of
formal action on the part of the board of directors directing that the amount
of the reserve be returned to surplus account. But it would seem of much
more questionable propriety to show such a reserve under conditions making
such a showing misleading to the reader of the balance-sheet. While the
reserve may be left as it is readily enough and the deficit correspondingly in
creased, there is, in fact, no reserve for contingencies in the sense that the in
clusion of the item in the balance-sheet would indicate, namely, an excess of
surplus available for the absorption of possible losses or costs of an unforeseen

nature.
In addition to the changes in the form of the balance-sheet, there should be
some investigation, and perhaps comment, in regard to the following:
(1) Whether the market value of the inventories, if ascertainable, is lower
or higher than cost and, if lower, the reason for stating them at cost.
(2) Whether it is possible to show separately the amounts of the inventory
of raw materials and the inventory of supplies and whether supplies
may not be more appropriately included with prepaid expenses.
(3) Whether it is possible to separate the inventory of manufactured goods
from that of goods in process.
(4) Whether it is possible to ascertain the amounts of the reserve for depre
ciation applicable, respectively, to buildings and to machinery and
equipment.
No. 4 (20 points):
Two firms of lawyers—J & K and L & M—decided to amalgamate as at
January 1, 1926.
J & K have receivable accounts $8,000, furniture valued at $5,000 and a
law library worth $2,500. L & M have receivable accounts $5,500, furniture
valued at $3,500 and a law library worth $1,500.
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Each firm introduces $5,000 cash, as working capital, and pays off its own
liabilities prior to the amalgamation.
The firms guarantee their respective accounts receivable and are to be
charged with losses on collection. It is further agreed that each firm shall
have a preferential claim of 20% on the gross fees billed during the year 1926
to their own clients. The balance of the net earnings, after charging all
expenses, is to be divided as follows: J 35%, K 25%, L 25%, M 15%. The
shares of the partners in the assets of the amalgamated firm are to be in the
same proportions.
The shares of the partners in the preferential claims of 20% are to be:
J seven twelfths, K five twelfths, L five eighths, and M three eighths.
The accounts for the year ended December 31, 1926, showed total earnings
of the firm as $65,000, of which $30,000 came from J & K’s clients, $25,000
from L & M’s clients and $10,000 from new clients. Accounts receivable
unpaid (included in the $65,000) amounted to $15,000.
The loss on collection of the original accounts receivable averaged 7% on
J & K’s accounts and 4% on those of L & M.
Personal withdrawals, which were to be treated as advances against net
earnings and not as salaries, were J $5,000, K $6,000, L $3,000 and M $4,000.
No interest was to be charged on withdrawals and none allowed on capital.
Working expenses for the year amounted to $20,000.
After depreciating all furniture 15% and each library 30% for the year,
prepare accounts showing the distribution of net earnings and a balance-sheet
as of December 31, 1926.
Solution:

The following explanation of adjustments applies to the working papers
given on pages 298 and 299.
J, K, L, and M
Explanation of adjustments
(1) Gross earnings for year........................................
$65,000.00
(2) Collections on above earnings.............................
$50,000.00
(3) Bad debts applicable to accounts receivable
taken over:
J &K
7% of $8,000.00............................................
$560.00
Charged:
7/12 to J..................................................
$326.67
5/12 toK.....................................................
233.33

L&M
4% of $5,500.00........................................
Charged:
to L...............................................
⅝
⅜ to M.......................................................

220.00

137.50
82.50

Total.......................................................

$780.00

(4) Collections on original accounts receivable........
(5) Drawings of partners:
J..........................................................................
K.........................................................................
L..........................................................................
M.........................................................................

$12,720.00

Total.......................................................

$18,000.00
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J, K, L, & M
Working papers for the year
Trial balance—January 1, 1926

Debits
Credits
J&K
L & M
Total
Cash................................ $5,000.00 $5,000.00 $10,000.00
Accounts receivable........

8,000.00

5,500.00 13,500.00

Furniture........................
Law library....................
Capital accounts:
J 35%.....................

5,000.00
2,500.00

3,500.00
1,500.00

Cr.

(2) $50,000.00 (5) $18,000.00
(4) 12,720.00(6) 20,000.00
(1) 65,000.00(2) 50,000.00
780.00
(3)
(4) 12,720.00

8,500.00
4,000.00
$12,600.00(3)
(5)
9,000.00(3)
(5)
9,000.00(3)
(5)
5,400.00(3)
(5)

K 25%......................
L

Adjustments
Dr.

25%.....................

M 15%.....................

326.67
5,000.00
233.33
6,000.00
137.50
3,000.00
82.50
4,000.00

$20,500.00 $15,500.00 $36,000.00 $36,000.00

Gross earnings................
Working expense............
Depreciation:
Furniture....................
Library.......................
Reserve for depreciation:
Furniture....................
Library ........................
Net earnings for period ..

(6)

20,000.00

(7)
(8)

1,275.00
1,200.00

$168,975.00
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Partnership
ended December 31, 1926

Earnings and expenses
Dr.

Cr.

Distribution of
net earnings
Dr.

Cr.

Balance-sheet
Dr.

Cr.

$34,720.00
15,000.00
8,500.00
4,000.00
(9) $3,500.00
(10) 11,033.75
(9) 2,500.00
(10) 7,881.25
(9) 3,125.00
(10) 7,881.25
(9) 1,875.00
(10) 4,728.75

$21,807.08
13,147.92

16,868.75

7,921.25

J65.000.00

J20.000.00

1,275.00
1,200.00
1,275.00
1,200.00
42,525.00
$65,000.00 $65,000.00

(9) $11,000.00
(10) 31,525.00

J42.525.00

$42,525.00 $62,220.00 $62,220.00
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(6) Working expenses paid.........................................
(7) Depreciation on furniture at rate of 15% per
annum. (Cost $8,500.00)....................
(8) Depreciation on library at rate of 30% per
annum. (Cost $4,000.00)..................
(9) To record preferential claims as follows:

$20,000.00

$1,275.00
$1,200.00

J&K
Earnings......................................................... $30,000.00
20% thereof...................................................

$6,000.00

Distribution:
to J......................................................
5/12 toK.....................................................
L&M
Earnings..................................................... $25,000.00
20% thereof...................................................

$3,500.00
2,500.00

$5,000.00

Distribution:
to L..............................................
⅝
to M.............................................
⅜

3,125.00
1,875.00
$11,000.00

Total.......................................................
(10) Balance of net earnings after distribution on
basis of preferential claims distributed as
follows:
J
K
L
M

35%...........................................................
25%...........................................................
25%...........................................................
15%...........................................................

$11,033.75
7,881.25
7,881.25
4,728.75

Exhibit “A”

J, K, L, AND M

Statement of earnings and expenses for the year ended December 31, 1926

Gross earnings............................................
$65,000.00
Deduct:
Expenses—•
Working expenses...............................
$20,000.00
Depreciation:
Furniture......................................... $1,275.00
Library.............................................
1,200.00
2,475.00 22,475.00
Net earnings for the period......................
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Distributed as follows:
Preferential
claims

J..............................
K...........................
L...........................
M..........................

........
........
........
........

$3,500.00
2,500.00
3,125.00
1,875.00

Balance of
net earnings
$11,033.75
7,881.25
7,881.25
4,728.75

Total
$14,533.75
10,381.25
11,006.25
6,603.75

$31,525.00

$42,525.00

Together. ... ........ $11,000.00

Exhibit “B"

J, K, L, and M
Statement of partners’ capital accounts for the year ended December 31, 1926
Balance, January 1,1926........
Distribution of net earnings
(exhibit “A”):
On basis of preferential
claims...............................
Balance of net earnings........

Total................................

J
$12,600.00

K
$9,000.00

L
J9.000.00

3,500.00
11,033.75

2,500.00
7,881.25

3,125.00
7,881.25

Together
M
J5.400.00 $36,000.00

1,875.00
4,728.75

11,000.00
31,525.00

$27,133.75 $19,381.25 $20,006.25 $12,003.75 $78,525.00

Deduct:
Loss on collection of original
accounts receivable..........
Drawings.............................

J326.67
5,000.00

J233.33
6,000.00

J137.50
3,000.00

Total................................

J5.326.67

$6,233.33

$3,137.50

$4,082.50 $18,780.00

$21,807.08 $13,147.92 $16,868.75

J7.921.25 $59,745.00

Balance, December 31,1926...

$82.50
4,000.00

$780.00
18,000.00

Exhibit "C”

J, K, L, AND M
Balance-sheet, December 31, 1926
Assets

Current assets:
Cash.....................................................................
Accounts receivable...........................................
Capital assets:
Furniture............................................................. ....
Less: Reserve for depreciation.....................

$8,500.00
1,275.00

7,225.00

Law library......................................................... ....
Less: Reserve for depreciation.......................

$4,000.00
1,200.00

2,800.00

$34,720.00
15,000.00

$59,745.00
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Net worth

Capital accounts (exhibit “B”):
J.................................................................................... $21,807.08
K..................................................................................
13,147.92
L...................................................................................
16,868.75
M..................................................................................
7,921.25 $59,745.00
$59,745.00

No. 5 (32 points):
On December 31, 1926, all the outstanding stock of a corporation (5,000
shares, common, having a par value of $100 a share) was owned by two stock
holders, one of whom (Smith) held 4,500 shares and the other (Brown) 500.
Earned surplus amounted to $450,000.
To enable Smith to retire from the business and to place Brown in control,
a recapitalization was effected in the following manner:
An appraisal of the plant—real estate and machinery—was made, the result
being an increase in sound value thereof over the net book value of $1,000,000.
Six per cent. sinking-fund gold bonds for $1,000,000, secured by a first mortgage
on the plant, were issued at a cost to the corporation of $115,000, representing
discount and expense, and with the proceeds therefrom Smith’s stock was
purchased by the corporation and taken into the treasury at an agreed price
of $250 a share. Such treasury stock was then voted out in the form of a
dividend in stock to Brown. The corporation then called in all Brown’s
stock and issued to him in return 500 shares of new preferred stock having a
par value of $100 a share and 30,000 shares of new common stock having
no par value.
(a) Formulate the journal entries you would use to record the foregoing
transactions;

(b) Submit a statement showing the aggregate capital, after refinancing,
and the amount of each class thereof, i. e. funded debt, preferred stock, com
mon stock and surplus (if any). Explain the method used in assigning a
value to the no-par common stock. How much, if any, of the original earned
surplus of $450,000 could, in your opinion, be retained as surplus available for
dividends? Give reasons for your decision.

Note.—The corporation being dealt with was incorporated in a state in
which there is no law governing the nominal value of no-par
value stock.
(c) Regardless of the amount of depreciation of fixed assets allowable as a
deduction from gross income for tax purposes, State (1) on what plant value
you would base depreciation to be charged on the company’s books, (2) what
proportion of such depreciation you would charge against operations and (3)
what proportion, if any, of such depreciation you would charge against no-par
value common stock or earned surplus, or both. Give reasons for your de
cisions.
Solution:

It is assumed that the excess of the appraised sound value over the book
value of the plant is the result of appreciation in value and not of excessive
charges for depreciation or of charges to expense for capital expenditures
in the past.
(a) Journal entries as of December 31, 1926:
(1)
Real estate and machinery....................................... $1,000,000
Capital surplus arising from revaluation of assets
$1,000,000
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To record the excess of the sound value of real
estate and machinery over the book value thereof
as disclosed by appraisal made by -------- as of
December 31, 1926. (Both the asset accounts and
the corresponding depreciation reserve accounts
would probably require adjustment.)
(2)
Cash.............................................................................
Bond discount and expense......................................
6% sinking-fund first-mortgage bonds................
To record issue of the company’s bonds secured
by a first mortgage on the real estate and machinery.

$885,000
115,000
$1,000,000

Since the problem states that Smith’s stock was purchased with the proceeds
from the sale of the bonds, it may be meant that the stock was actually pur
chased for $885,000 but that it was taken up on the books at $250 a share.
However, other portions of the wording would appear to leave little doubt
that the price of $250 a share represented the cost of the stock as well as the
amount at which it was taken up on the books of the company. Moreover,
there would seem to be no object in taking up the stock at more than its cost.
Any credit to a surplus account as a result of such action would be offset by a
charge of the same amount when the treasury stock was disposed of either as a
stock dividend or by sale. It is assumed, therefore, that the cost of the
stock was $1,125,000 and that the balance of cash not provided by the pro
ceeds from the sale of the bonds came from other cash of the company.
The following entry may, then, be made to record the acquisition of the stock:
Treasury stock................................................................ $450,000
Premium paid on treasury stock.................................. 675,000
Cash.............................................................................
$1,125,000
To record the purchase of 4,500 shares of the com
pany’s capital stock from Smith at $250 a share.
The entry recording the stock dividend of $450,000 will depend upon
whether the dividend is considered as being paid from capital surplus arising
as a result of the revaluation of the plant or from earned surplus or in part
from each. The decision as to the source of the dividend would rest with the
board of directors. There are at least three views which may be taken of
the matter:
First, the capital surplus may be held to be not properly subject to dis
tribution either in whole or in part as a stock dividend. Some accountants
hold that a stock dividend is legal only when a cash dividend would be legal
if distributed from the same source, that a cash dividend may be legally paid
only from realized profits, that appreciation in the value of an asset does not
represent a realized profit, and that, therefore, a stock dividend paid from the
so-called capital surplus arising from the revaluation of assets would be illegal.
Second, not only may the capital surplus be considered a proper source of
distribution of a stock dividend, but it may also be considered that a stock
dividend should be charged thereto until such surplus is exhausted before any
charge is made to earned surplus. Accountants who take this view hold that
the payment of a stock dividend to the extent of the appreciation of the prop
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erty is the most accurate expression of the real significance of such apprecia
tion, namely, that it represents additional capital. Moreover, the use of the
entire appreciation surplus for the payment of a stock dividend insures that
none of it will be utilized for the payment of a cash dividend.
Third, if it be assumed that a stock dividend can properly be paid from either
earned surplus or capital surplus, the dividend may be apportioned between
the two surplus accounts in some manner.
Having recorded the payment of the stock dividend by a debit to one or
both of the surplus accounts and a credit to treasury stock, we have still
to dispose of the premium of $675,000. Obviously, the disposition of the
premium must depend upon the treatment of the stock dividend. Included
among the possibilities are the following:

(1) If the directors elect to charge the stock dividend to earned surplus,
there Will remain only the appreciation surplus against which to charge
the premium. But if it is not regarded as a proper charge against such
surplus, the premium account will have to be carried in the accounts
indefinitely, and in subsequent balance-sheets it should be deducted
(virtually as a deficit) from the total stock and surplus to show the net
worth.
(2) Following the idea that capital surplus of the nature here involved,
while chargeable with the payment of a stock dividend, is not available
for writing off the premium paid on the treasury stock, $450,000 of the
premium can be written off against earned surplus leaving $225,000 to
appear as a deficit.
(3) Under the view that the capital surplus may be properly utilized
either as the source of the stock dividend or for the purpose of writing off
the premium, the stock dividend and $550,000 of the premium can be
charged against the capital surplus, leaving the balance of che premium,
$125,000, to be charged to earned surplus.
(4) On the theory that the premium paid on the stock purchased from
Smith represented payment to him for his interest in the earned surplus
of the company and in the excess of the sound value of the plant over the
book value thereof, the premium might, after the stock dividend is
charged to capital surplus, be apportioned between capital surplus and
earned surplus in some manner.

Whatever view may be taken as to the proper treatment of the stock dividend
and the premium paid on the stock purchased from Smith, however, the fact
remains that the whole transaction presents the appearance of a cash distri
bution to Smith, in excess of the book value of his stock, made principally from
unrealized appreciation in the value of the plant. It may be, therefore, that
instead of the entry that has been given for recording the purchase of Smith’s
stock, the following would more nearly present the interpretation which the
board of directors may desire to place upon the matter:
Treasury stock............................................................ $1,125,000
Cash.........................................................................
$1,125,000
To record the purchase of 4,500 shares of the
company’s capital stock from Smith at $250 a
share.
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While, ordinarily, it is preferable to take up treasury stock at the par value
thereof, it is permissible to carry the stock at cost when it is to be held only
temporarily.
The stock purchased from Smith being taken up at cost, the stock dividend
would then be treated as one of $1,125,000 and charged in accordance with the
view taken as to the proper disposition thereof.
There are, as has been indicated, conflicting views as to whether or not a
stock dividend may legally be paid from capital surplus arising from unrealized
appreciation in the value of assets. The risk that such dividends may be
illegal is, however, extensively taken in practice. It would seem advisable
to take the risk in this case by charging the stock dividend as follows:
Capital surplus arising from revaluation of assets $1,000,000
Earned surplus............................................................
125,000
Treasury stock........................................................

$1,125,000

To record issue as a stock dividend of 4,500
shares of treasury stock purchased from Smith, in
accordance with resolution of the board of directors
dated-------- .

By so treating the stock dividend, the board of directors indicates that it
adopts that interpretation of appreciation surplus which holds it to be a proper
source of a stock dividend. The action of the board of directors in purchasing
Smith’s stock and reissuing it to Brown as a stock dividend is thereby pre
sented as a case of using appreciation surplus for the payment of a stock
dividend rather than as the source of a cash distribution to Smith of more than
the book value of his stock.
The entry to record the change in capital stock would be as follows:

Capital stock..................................................................... $500,000
Capital stock, preferred..................................................
Capital stock, common, no par value...........................
To record the issue, in exchange for the 5,000 shares
of outstanding common stock of a par value of $100 each,
of 500 shares of new preferred stock of a par value of $100
each and 30,000 shares of new common stock of no par
value.
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(b) The aggregate capital after refinancing and the amount of each class
thereof under some of the possibilities enumerated would be as follows:
(1)
Stock dividend—$450,000
Premium paid on treasury stock—$675,000
Stock dividend
chargeable to earned
Stock dividend chargeable to
surplus
capital surplus
Premium
Premium Premium
apportioned
Premium
not
not
Premium
between
chargeable chargeable chargeable chargeable earned and
to capital to capital to capital to capital
capital
surplus
surplus
surplus
surplus surplus
$1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000

Funded debt.........................
Net worth:
$50,000
Preferred stock..............
450,000
No-par common stock....
Earned surplus..............
Capital surplus arising from
325,000
revaluation of assets....
Total..........................

$50,000
450,000

$50,000
450,000

1,000,000

550,000

$50,000
450,000
325,000

$50,000
450,000
a325,000

$825,000 $1,500,000 $1,050,000

$825,000

$825,000

Less: Premium paid on
stock acquired from
Smith.........................
Net worth..................

Total capital.........................

675,000

225,000

$825,000

$825,000

$825,000

$825,000

$1,825,000 $1,825,000 $1,825,000 $1,825,000

$1,825,000

$825,000

Note.—In the event the board of directors should apportion the stock dividend between
earned surplus and capital surplus, the disposition of the premium would be
modified accordingly.
(2)
Stock dividend—$1,125,000
Chargeable
to capital
Apportioned
Chargeable
surplus
between
to earned
to extent
earned and
surplus
thereof—
capital
only
then to
surplus
earned
surplus
$1,000,000
$1,000,000
Funded debt.......................................................... . $1,000,000
Net worth:
$50,000
$50,000
$50,000
Preferred stock..............................................
450,000
450,000
450,000
No-par common stock..................................
325,000
Earned surplus..............................................
• 325,000
Capital surplus arising from revaluation of
1,000,000
assets......................................................
Total.......................................................... . $1,500,000

Less: Deficit.......................................................

675,000

Net worth..................................................

$825,000

Total capital......................................................... . $1,825,000
• Balance of earned surplus and capital surplus combined.
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$825,000

$1,825,000

$1,825,000

Students’ Department
The value assigned to the no-par-value common stock is the difference be
tween the par value of the old capital stock and the par value of the new pre
ferred stock. It is determined thus:
Par value of old stock—5,000 shares at $100................................
$500,000
Par value of new preferred stock—500 shares at $100.................
50,000
Balance, representing the value assigned to new no-par-value
common stock (30,000 shares).................................................. $450,000
In the absence of any action on the part of the board of directors or the stock
holders changing the amount of the capital stock, it would seem that $450,000
is the only value that can be legally assigned to the no-par-value common
stock. Should there be a stock dividend declared with the change to no-par
value stock or should the fixed capital be reduced by proper action, the value
assigned would have to be adjusted accordingly.
The reference to there being no law governing “the nominal value of no-parvalue stock” is assumed to mean that there was no law setting any minimum
amount per share as the required paid-in value of no-par-value stock.
The amount of the original earned surplus which can be retained as surplus
available for dividends will depend upon the decision made as to the source of
the stock dividend and, if the stock dividend be declared in the amount of the
par value of the stock, as to the method of treating the premium paid on
treasury stock. The amounts under the various possibilities enumerated are
shown in the above tabulation of aggregate capital.
(c) (1) and (2) Depreciation should be based upon such a value and com
puted at such a rate that the total charge to operations during the remaining
useful life of the assets will equal the reproduction cost new, less the amount of
the present depreciation reserve and less the residue, if any, of the capital
surplus arising from revaluation of the plant. (3) There is no accounting
principle that would appear to require that any portion of the depreciation be
charged against the no-par-value common stock nor is there anything in the
circumstances of this problem that would indicate such a necessity.
Earned surplus would not be chargeable with any of the depreciation for the
reason that no credit has been made to that account because of the appreciation
in the value of the property.
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